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Deducting Casualty Losses
-by Neil E. Harl* 
Although 2005 was a heavy period for casualty losses, farm and ranch operations can 
encounter casualty losses in almost any year.1 This article focuses on casualty losses related 
to floods, wind and hurricanes and limits on deductibility.2 
General 
A casualty loss arises from an event due to a sudden, unexpected or unusual cause.3 The 
loss is deductible as an ordinary loss in the year the loss is sustained, to the extent the loss 
is not compensated by insurance or otherwise.4 For an individual, casualty losses are limited 
to losses incurred in a trade or business; losses incurred in any transaction entered into for 
profit, even though not connected with a trade or business; and other losses arising from 
“fire, storm, shipwreck or other casualty, or from theft.”5 
Thus, losses to nonbusiness property caused by flood6 are deductible but the loss deduction is 
generally limited to the area flooded and a deduction is not allowed for the loss of anticipated 
profits or reduction in value for the rest of the property.7 In a 2000 case, no deduction was 
allowed for a loss in market value because the house was in an avalanche zone.8 If rainfall 
causes damage but was not an unexpected event, the damage does not produce a casualty 
loss.9 
Although damage from wind can produce a casualty loss,10 damage from normal operation 
or from progressive deterioration of property through a steadily operating cause such as 
wind or weather is generally not considered to be a casualty loss for income tax purposes.11 
A casualty loss deduction is not allowed if there is a reasonable prospect of recovering from 
the loss.12 Moreover, a casualty loss deduction is only allowed if proved.13 
Amount of the deduction 
The amount of the deduction is the lesser of (1) the difference in fair market value 
before and after the loss14 or (2) the amount of the adjusted income tax basis for purposes 
of determining the loss.15 However, if business property or income producing property is 
totally destroyed, the casualty loss is the adjusted basis of the property if fair market value 
is less than the adjusted basis.16 
Any loss must be reduced by any insurance recovery.17 For many years, a taxpayer who 
elected not to collect insurance proceeds in the event of loss because of fear of policy 
cancellation could deduct the loss (less the $100 deductible amount for non-business losses, 
where applicable).18 However, after 1986, a casualty loss deduction is denied to the extent that 
an individual has insurance coverage on non-business property and elects not to file a claim.19 
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For property held for nonbusiness use, the first $100 of loss is 
not deductible.20 This limitation applies separately to each casualty 
sustained on nonbusiness property and applies to the entire loss 
due to the casualty.21 
Commencing in 1983, nonbusiness losses have been deductible
only to the extent total nonbusiness casualty and theft losses exceed 
10 percent of adjusted gross income.22 For purposes of the $100 
limit and the 10 percent limitation, a husband and wife filing a joint 
return are treated as one individual.23 
Footnotes 
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2  I.R.C. § 165. 
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9  Portman v. United States, 683 F.2d 1280 (9th Cir. 1982). 
10 Stein v. Comm’r, T.C. Memo. 1955-57 (wind damage to 
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11 See, e.g. McDaniel v. Comm’r, T.C. Memo. 1980-557 (damage 
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Op. 2005-114 (deck collapse was not casualty). But see Bailey 
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13 Stoddard v. Comm’r, T.C. Memo. 2002-31 (failure of proof). 
See Godwin v. Comm’r, 2005-2 U.S. Tax Cas. (CCH) ¶ 50,462 
(11th Cir. 2005) (failure to substantiate casualty loss; unable to abate 
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14 Treas. Reg. § 1.165-7(b). See Finkbohner v. United States, 788 
F.2d 723 (11th Cir. 1986) (fair market value of residence decreased 
for permanent buyer resistance after flood damage to house); Baker 
v. Comm’r, T.C. Memo. 1990-553 (taxpayer unable to prove decline 
in fair market value); Oliver v. Comm’r, T.C. Memo. 1997-84 
(failure to establish by competent appraisal fair market value before 
and after casualty; claimed loss could not be based on original cost 
of contents). 
15 Bruns v. Comm’r, T.C. Memo. 1991-88 (taxpayers failed to 
prove loss from flood exceeded insurance recovery and difference 
in fair market value before and after loss and amount of basis). See 
Trinity Meadows Raceway, Inc. v. Comm’r, T.C. Memo. 1998-79, 
aff’d, 99-2 U.S. Tax Cas. (CCH) ¶. 50,754 (6th Cir. 1999) (casualty 
loss deduction limited to diminution in value of each asset and could 
not exceed basis in asset). 
16 Treas. Reg. § 1.165-7(b)(1)(ii). 
17 I.R.C. § 165(a). See Gorman v. Comm’r, T.C. Memo. 1995-
268 (excess of insurance recovery over basis was gain). 
18 E.g., Hetls v. Comm’r, 76 T.C. 484 (1980), aff’d, 691 F.2d 
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19  I.R.C. § 165(h)(4)(E). 
20 See Treas. Reg. § 1.165-7(b)(4). See Saunders v. United States, 
94-1 U.S. Tax Cas. (CCH) ¶. 50,155 (W.D. Va. 1994) (no deduction 
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21 Treas. Reg. § 1.165-7(b)(4)(ii).

22 I.R.C. § 165(h)(2). See Daniel v. Comm’r, T.C. Memo. 1997-
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23  I.R.C. § 165(h)(4)(B). 
